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NOTES
Statements of Position of the Accounting Standards Division
are issued for the general information of those interested in the
subject. This Statement represents the conclusions of at least a
majority of the Accounting Standards Executive Committee, which
is the senior technical body of the Institute authorized to speak
for the Institute in the areas of financial accounting and reporting,
cost accounting, and financial forecast presentation. However,
Statements of Position do not establish standards enforceable
under the Institute's Code of Professional Ethics.
The objective of this Statement of Position is to provide general
information and guidance to members and others on the Presentation and Disclosure of Financial Forecasts.
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Introduction
This Statement of Position on Presentation
and Disclosure of
Financial Forecasts has been issued by the Accounting Standards
Division of the American Institute of Certified Public Accountants
because greater interest is being shown in financial forecasts and
projections 1 and they increasingly are being disseminated.
Few companies publish forecasts or projections for general dissemination at present. Many companies, however, issue forecasts
or projections to lenders, underwriters and prospective investors
in connection with obtaining debt or equity financing. They are
included in offering circulars for bond issues to finance the construction of hospitals, airports, sports arenas and other public facilities, as well as in offering circulars for limited partnership
interests, particularly in real estate.
T h e Securities and Exchange Commission has historically prohibited the inclusion of forecasts or projections in prospectuses and
reports filed with it. However, the Commission has proposed
changes in that policy to permit companies to include certain statements regarding future operations in filings made pursuant to the
Securities Act and the Exchange Act. 2
Other Divisions within the AICPA are concerned with related
aspects of financial forecasts:
a. Guidelines for Systems for the Preparation
of Financial
Forecasts have been issued by the Management Advisory Services
Division (MAS Guideline Series Number 3, March 1975).
T h e guidelines provide direction to the developers of forecasting systems and to the preparers of financial forecasts.
b. T h e Auditing Standards Division is studying matters relating
to a CPA's involvement with his client's financial forecasts
and the appropriate reporting by a CPA on such forecasts.

1See Definitions,
2

page 2.
Securities Act Release No. 5581, April 28, 1975.
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Definitions
Common usage in practice has not developed complete agreement on the definition of certain terms such as forecast,
projection,
feasibility study, and budget. For purposes of this Statement of Position, certain definitions have been adopted and used throughout.

Financial Forecast
A financial forecast for an enterprise is an estimate of the most
probable financial position, results of operations and changes in
financial position for one or more future periods.
In this context —
a. "Enterprise" means an entity for which financial statements
could be prepared in accordance with generally accepted accounting principles.
b. "Most probable" means that the assumptions have been evaluated by management and that the forecast is based on management's judgment of the most likely set of conditions and its
most likely course of action.

Financial Projection
A financial projection for an enterprise is an estimate of financial
results based on assumptions which are not necessarily the most
likely. Financial projections are often developed as a response to
such questions as "What would happen if?".

Feasibility Study
A feasibility study is an analysis of a proposed investment or
course of action. A feasibility study may involve the preparation of
financial projections and/or a financial forecast. A financial forecast may in turn be based on the results of a feasibility study used
in the formulation of management's plans.

Budgets, Plans, Goals, and Objectives
Budgets, plans, goals, and objectives also involve elements of predicting the future. However, each tends to have elements which
distinguish it from a financial forecast although, in some situations,
each may be identical to a forecast. Budgets, plans, goals, and objectives may have some of the elements of targets or motivational
hurdles. Budgets especially involve motivational, control, and performance evaluation considerations.
2

Scope of Statement
This Statement provides guidance as to presentation and disclosure for those who choose to issue information about the future
described as financial forecasts. Nothing herein should be interpreted to mean that the publication of financial forecasts is recommended or that a financial forecast is deemed to be a part of the
basic financial statements.
Financial projections, feasibility studies, budgets, plans, goals,
and objectives are generally prepared for special purposes and do
not fall within the scope of this Statement of Position; financial
forecasts contained within a feasibility study do.
Recommendations as to presentation and disclosure of cash flow
or tax basis forecasts also do not fall within the scope of this Statement of Position.

Recommendations on Presentation
and Disclosure
Format
Financial forecasts preferably should be presented in the format
of the historical financial statements 3 expected to be issued, but, at
a minimum, the presentation should consist of certain specific information (see below) obtained from such a financial forecast.
Financial forecasts presented in the format of the historical financial statements expected to be issued would facilitate comparisons
with results experienced in prior periods and with results actually
achieved in the forecast period(s). However, given the lack of experience of most enterprises in issuing financial forecasts, there is
reason to consider, for the present, recommendations which would
not unduly discourage the issuance of financial forecasts and which
would permit experimentation in the development of communicative formats. Accordingly, when information described as a financial forecast is issued, it should include presentation of at least the
following information (when applicable):
a. Sales or gross revenues.
b. Gross profit.
3 T h e details of each statement may be summarized or condensed, so that only the
major items in each are presented. T h e usual footnotes associated with historical
financial statements need not be included as such. However, see Assumptions, page
5, for additional comments.

3

c. Provision for income taxes.
d. Net income.
e. Disposal of a segment of a business and extraordinary, unusual or infrequently occurring items.
f. Primary and fully diluted earnings per share data for each period presented.
g. Significant anticipated changes in financial position.

Accounting Principles
Financial forecasts should be prepared on a basis consistent with
the generally accepted accounting principles expected to be used
in the historical financial statements covering the forecast period.
This fact, as well as a summary of significant accounting policies,
should be disclosed in the forecast. If a forecast is included in a
document which contains such a summary, disclosure can be accomplished by cross-referencing.
If the financial forecast gives effect to a change in accounting
principle from one used in the historical financial statements of
prior periods, the change should be reported in the forecast for the
period in which it is expected to be made as would be required in
reporting such accounting change in historical financial statements.

Expressing the Results
Financial forecasts should be expressed in specific monetary
amounts representing the single most probable forecasted result.
T h e tentative nature of a financial forecast would be emphasized
if the single most probable result for key measures (e.g., sales and
net income) was supplemented by ranges or probabilistic statements, and the presentation of such information is encouraged.
While a range informs the user of the probabilistic nature of the
forecast, expressing a financial forecast solely in terms of ranges
could result in the user's attributing an unwarranted degree of
reliability to the forecast ranges, because many users might assume
(a) that a range represented the spread between the best possible
result and the worst possible result or (b) that the range was based
on a scientifically determined interval. Management should be in
the best position to determine the single most probable result, and
this burden should not be placed on outsiders. Also, single point
estimates are necessary to aggregate the forecasts of an enterprise's
individual operations, as well as to facilitate comparison between
the forecast and later historical results.
4

Assumptions
Those assumptions should be disclosed which management
thinks are most significant to the forecast or are key factors upon
which the financial results of the enterprise depend. There ordinarily should be some indication of the basis or rationale for these
assumptions. It would also be desirable for the disclosure to include
an expression of the relative impact of a variation in the assumption when it would significantly affect the forecasted result.
Frequently, basic assumptions that have enormous potential impact are considered to be implicit in the forecast. Examples might
be conditions of peace, absence of natural disasters, etc. Such assumptions need be disclosed only when there is a reasonable possibility that the current conditions will not prevail. In such circumstances, to the extent practicable, the possible impact of a
change in the assumptions should be disclosed.
A financial forecast is based on assumptions representing management's judgment of the most likely circumstances and events
and its most likely course of action. Assumptions are the single
most important ingredient of a financial forecast. However, regardless of the amount of study or analysis, some assumptions inevitably will not materialize.
There are several other factors with respect to the disclosure of
assumptions which must be considered, particularly when the disclosures are external to the enterprise.
a. By nature, a financial forecast embodies a large number of
assumptions, especially for a complex enterprise. An attempt
to communicate "all" assumptions is inherently not feasible.
b. Outside users who disagree with one or more assumptions in
a forecast are generally not able to adjust for the effect of these
differences in assumptions on the forecast.
c. Questions may arise after the fact as to certain assumptions
which were not disclosed. Unforeseen changes in conditions
may make certain assumptions, previously considered unimportant, significant.
Consideration of these factors does not change the previous conclusion that significant assumptions underlying a financial forecast
should be disclosed.
Disclosure of certain important information may not be desirable
from the standpoint of the enterprise, particularly when competition or strategies are involved. While all significant assumptions
should be disclosed, they need not be presented in such a manner
5

or in such detail as would adversely affect the competitive position
of the enterprise.
Assumptions should be captioned in a manner which best reflects
their nature, such as "Summary of Significant Forecast Assumptions." It should be made clear that the assumptions disclosed are
not an all-inclusive list of those used in the preparation of the forecast and that they were based on circumstances and conditions existing at the time the forecast was prepared. Accordingly, the summary of assumptions should be preceded by an introduction similar
to the following:
This financial forecast is based on management's assumptions
concerning future events and circumstances. The assumptions
disclosed herein are those which management believes are significant to the forecast or are key factors upon which the financial
results of the enterprise depend. Some assumptions inevitably will
not materialize and unanticipated events and circumstances may
occur subsequent to
, the date of this
forecast. Therefore, the actual results achieved during the forecast
period will vary from the forecast and the variations may be
material.
Identifying those assumptions which, at the time of preparation,
appear to be most significant to the forecast or which are key factors
upon which the financial results of the business depend requires
the careful exercise of good-faith judgment by management. T h e
disclosures should include the following:
a. Assumptions as to which there is a reasonable possibility of
the occurrence of a variation that may significantly affect the
forecasted results.
b. Assumptions about anticipated conditions that are expected
to be significantly different from current conditions, which
are not otherwise reasonably apparent.
c. Other matters deemed important to the forecast or to the interpretation of the forecast.
T h e following unrelated hypothetical examples of disclosures of
assumptions are offered for general guidance:
a. T h e Company is engaged in several lines of business, two of
which are defense-oriented and supplied X % and Y % of the
Company's sales and gross profit, respectively, in 1974, as in6

dicated on page
of the Annual Report to Stockholders. T h e
Company's other lines of business are diversified.
T h e sales forecast assumes, among other things, that revenue
from the Company's federal defense contracts will continue
at the current level and that non-defense sales will increase at
the same rate as the anticipated increase in real GNP for 1975.
If these conditions are not met, results may be significantly
affected. For example, a decline of 5 % from forecasted defense-oriented sales could result in a decline of approximately
8 % in net income, while a decline of 5 % from forecasted nondefense sales could result in a decline of approximately 6 %
in net income.
b. T h e Company expects its raw material costs to rise, on an
overall basis, commensurate with the rate of inflation. T h e
forecast assumes any raw material cost increases can be recovered in the form of higher prices.
Labor costs have been forecast using rates provided in the
Company's union contract, which does not expire until 1976.
c. At certain times in the year, the Company is highly dependent
on short-term bank borrowing. T h e Company's forecast of
interest expense is based on the seasonal borrowing patterns
of prior years for financing inventory and receivables. T h e
Company does not expect to incur any long-term borrowing
and anticipates no major changes in the prime rate from its
present level of X % .
d. T h e provision for income taxes gives no effect to the possibility of a 6% decrease in the maximum corporate income tax
rate, as proposed by the President in a message to Congress.
e. Manufacture of the Company's major products depends on
the availability of relatively small quantities of petroleum byproducts. T h e Company has no guaranteed source for these
materials. T h e forecast assumes continued availability of these
raw materials.
f. Earnings per share data have been computed following the
same procedures used for historical financial statement purposes, which are in accordance with the provisions of APB
Opinion No. 15. In calculations required by the "treasury
stock" method, management has assumed, for such purposes,
that there will be no significant changes in the price of the
Company's stock.
7

Period to be Covered
Management should consider its ability to forecast and the needs
of the user in determining the period to be covered. No fixed period of time is specified herein.
Although the degree of uncertainty generally increases with the
time span, short-term forecasts may not be meaningful in (a) industries with a lengthy operating cycle or (b) situations where longterm results are necessary to evaluate the investment consequences
involved.

Distinguishing From Historical
Financial Statements
Financial forecasts should be presented separately (or clearly segregated) from the historical financial statements and should be
clearly labeled as a "financial forecast" to preclude a reader from
confusing a forecast with the historical financial statements.
Applicable historical information,
such as prior forecast data
and prior historical results, may, however, be presented with any
financial forecast in parallel columns. This would facilitate comparison and provide the user with information helpful in evaluating
the risks associated with a financial forecast. When such historical
information is presented, it should be clearly labeled and distinguished from the forecast information.

Updating Financial Forecasts
An updated financial forecast should be issued to reflect significant changes in assumptions, actual results, or unanticipated events
and circumstances unless (a) the original forecast included a statement that it was not intended to be updated (see page 9) or (b) issuance of historical financial statements covering the forecast period is imminent.
An updated forecast should be issued if it can be done promptly.
T h e reasons for updating should be described in a note to the updated forecast.
When material changes in a forecast cannot be quantified so as
to permit issuance of an updated forecast promptly, appropriate disclosure should be made. Such disclosure would include a description of the circumstances necessitating an updated forecast, and
notification that the forecast should not be used for any purpose
and that an updated financial forecast will be issued upon its
completion.
8

If, however, management decides that the current financial forecast should no longer be used for any purpose but it is not appropriate to issue an updated forecast, this decision and the reasons
for it should be disclosed.

Forecasts Not Intended to be Updated
Financial forecasts may be issued on a "one-time" basis, such as
in connection with a search for debt or equity financing, without
any intention to issue updated forecasts. In such cases, emphasis
should be given to the date of issuance of the forecast and an explicit
statement should be made as to the dangers inherent in using forecasts issued some time ago. In addition, management's intention
not to update the forecast should be specifically disclosed.
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